ST 99-0257-G L 08/03/1999 SERVI CE OCCUPATI ON TAX

Under the Service Occupation Tax Act, servicenen are taxed on tangible
personal property transferred as an incident to sales of service. See the
encl osed copy of 86 Ill. Adm Code 140.101. (This is a GL).

August 3, 1999

Dear XXXxX:

This letter is in response to your letter dated June 25, 1999. The nature
of your letter and the information you have provided require that we respond wth
a General Information Letter, which is designed to provide general information
is not a statenent of Department policy and is not binding on the Departnent
See 2 IlII. Adm Code 1200.120(b) and (c), encl osed.

In your letter, you have stated and made inquiry as follows:

COMPANY Omn and operate a chain of hotel's throughout the United
St ates. There are sone states that allow exenptions on certain
pur chases dependi ng upon how they are used or consunmed in their hote
oper ati on. For exanple, Chio allows an exenption on the cleaning of
the carpeting and furniture in the guest roons. However, they do not
allow the sanme exenption for the cleaning of the carpeting and
furniture in the common areas of the notel

COVPANY Does its best to conply with all state sales/use tax |aws and

regul ati ons. W self assess use tax not charged us on taxable
purchases and also try to utilize all applicable exenptions afforded
to us.

Therefore, at your earliest convenience, we would like to know if your
state allows an exenption on the services captioned above.

If you have any questions, you may contact nme directly at ####.

Illinois taxes the retail sale and use of tangi ble personal property under
two separate but related statutes. The Retailers' COccupation Tax Act inposes a
tax upon persons engaged in the business of selling at retail tangible personal
property. 35 ILCS 120/2 (1996 State Bar Edition). The Use Tax Act inposes a tax
upon the privilege of using in this State tangi ble personal property purchased at
retail froma retailer. 35 ILCS 105/3 (1996 State Bar Edition).

Carpet and upholstery cleaning are subject to the Service COccupation Tax
Act. There is no exenption for sales of such service to hotels. Under the
Service Cccupation Tax Act, servicenen are taxed on tangi ble personal property
transferred as an incident to sales of service. See the enclosed copy of 86 I11.
Adm Code 140. 101. The purchase of tangible personal property that is
transferred to the service custonmer may result in either Service QOccupation Tax
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liability or Use Tax liability for the servicenen depending upon which tax base
the servicenen choose to calculate their tax liability. The servicenen nmay
calculate their tax base in one of four ways: (1) separately stated selling price
of tangible personal property transferred incident to service; (2) 50% of the
servicenen's entire bill; (3) Service Cccupation Tax on the servicenmen's cost
price if the servicenen are registered de mnims servicenen; or (4) Use Tax on
the servicenmen's cost price if the servicemen are de mnims and are not
otherwi se required to be registered under the Retailers' Cccupation Tax Act.

Using the first method, servicenmen may separately state the selling price of
each item transferred as a result of the sale of service. The tax is based on
the separately stated selling price of the tangible personal property

transferred. |If the servicenmen do not wish to separately state the selling price
of the tangi ble personal property transferred, the servicenen nust use 50% of the
entire bill to the service custoner as the tax base. Both of the above nethods

provide that in no event may the tax base be less than the servicenen' s cost
price of the tangible personal property transferred.

The third way servicenen may account for tax liability only applies to de
mnims servicenmen who have either chosen to be registered or are required to be
regi stered because they incur Retailers' QOccupation Tax liability with respect to
a portion of their business. Serviceman may qualify as de mnims if the
servicenen determne that the annual aggregate cost price of tangible personal
property transferred as an incident of the sale of service is less than 35% of
the servicenmen's annual gross receipts from service transactions (75% in the case
of pharmaci sts and persons engaged in graphic arts production). This class of
registered de mnims servicemen is authorized to pay Service Cccupation Tax
(which includes |ocal taxes) based upon the cost price of tangible personal
property transferred incident to the sale of service. They remt the tax to the
Departnent by filing returns and do not pay tax to suppliers. They provide
suppliers with Certificates of Resale for the property transferred to service
cust omer s.

The final method of determining tax liability may be used by de mnims
servicenen that are not otherwise required to be registered under the Retailers'
Occupation Tax Act. Servicenmen may qualify as de mnims if the servicenen
determ ne that the annual aggregate cost price of tangible personal property
transferred as an incident of the sale of service is less than 35% of the
servi cenen's annual gross receipts from service transactions (75% in the case of
pharmaci sts and persons engaged in graphic arts production). Such de mnims
servicenen may pay Use Tax to their suppliers or may self assess and remt Use
Tax to the Departnment when making purchases from unregistered out-of-State
suppliers. The servicenen are not authorized to collect "tax" fromtheir service
custoner nor are the servicenen liable for Service Cccupation Tax. It should be
noted that servicenmen no |onger have the option of determ ning whether they are
de mnims using a transaction by transaction basis.

The tax treatnment of the purchase of chem cals used in carpet and uphol stery
cl eani ng depends upon whether or not the chemcals are actually transferred to
t he service purchaser. Carpet and upholstery cleaning are not likely to result
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in the transfer of tangible personal property since the chemcals are generally
renoved from the fabric or carpet as a part of the cleaning process. However,
Scot chguard and deodorizer do result in a transfer of tangi ble personal property
because these chem cals remain on the treated surface.

Itenms used by a business in conducting its business are subject to Use Tax.
CGenerally, itens purchased by a hotel for the convenience of its guests, such as

ti ssues, soap, and shanpoo, are subject to Use Tax. Such itenms may not be
purchased for resale and are considered costs of doing business that are not
exenpt from tax. See 86 Ill. Adm Code 130.410, enclosed. Itens, such as
cleaning supplies, furniture, and linens, are also simlarly costs of doing
busi ness and are taxable. Services, in which no tangible personal property has
been transferred, such as lawm nmowing or snow renoval, are not subject to
Retail ers’ Qccupation Tax and Use Tax in Illinois.

I hope this information is helpful. The Department of Revenue maintains a
Wb site, which can be accessed at ww. revenue.state.il . us. If you have further
guestions related to the Illinois sales tax |aws, please contact the Departnent's

Taxpayer Information Division at (217) 782-3336.

If you are not under audit and you wish to obtain a binding Private Letter
Rul i ng regardi ng your factual situation, please submt all of the information set
out initens 1 through 8 of the enclosed copy of Section 1200.110(b).

Very truly yours,

G na Roccaforte
Associ at e Counsel

GR: nsk
Enc.



